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(3) Measure the potential effect of 
these risks on projected earnings and 
market values by conducting interest 
rate shock tests and simulations of 
multiple economic scenarios at least 
on a quarterly basis and by considering 
the effect of investments on interest 
rate risk based on the results of the 
stress testing required under 
§ 615.5133(f)(4); 

(4) Describe and implement actions 
needed to obtain its desired risk man-
agement objectives; 

(5) Identify exception parameters and 
approvals needed for any exceptions to 
the requirements of the board’s poli-
cies; 

(6) Describe delegations of authority; 
(7) Describe reporting requirements, 

including exceptions to limits con-
tained in the board’s policies; 

(8) Consider the nature and purpose 
of derivative contracts and establish 
counterparty risk thresholds and lim-
its for derivatives. 

(d) At least quarterly, management 
of each Farm Credit bank must report 
to its board of directors, or a des-
ignated committee of the board, de-
scribing the nature and level of inter-
est rate risk exposure. Any deviations 
from the board’s policy on interest rate 
risk must be specifically identified in 
the report and approved by the board 
or designated committee of the board. 

[77 FR 66374, Nov. 5, 2012] 

§ 615.5182 Interest rate risk manage-
ment by associations and other 
Farm Credit System institutions 
other than banks. 

Any association or other Farm Credit 
System institution other than Farm 
Credit banks, excluding the Federal 
Agricultural Mortgage Corporation, 
with interest rate risk that could lead 
to significant declines in net income or 
in the market value of capital must 
comply with the requirements of 
§ 615.5180. The interest rate risk man-
agement program required under 
§ 615.5180 must be commensurate with 
the level of interest rate risk of the in-
stitution. 

[77 FR 66375, Nov. 5, 2012] 

Subpart H—Capital Adequacy 

SOURCE: 53 FR 39247, Oct. 6, 1988, unless 
otherwise noted. 

§ 615.5200 Capital planning. 

(a) The Board of Directors of each 
Farm Credit System institution shall 
determine the amount of total capital, 
core surplus, total surplus, and 
unallocated surplus needed to assure 
the institution’s continued financial 
viability and to provide for growth nec-
essary to meet the needs of its bor-
rowers. The minimum capital stand-
ards specified in this part are not 
meant to be adopted as the optimal 
capital level in the institution’s cap-
ital adequacy plan. Rather, the stand-
ards are intended to serve as minimum 
levels of capital that each institution 
must maintain to protect against the 
credit and other general risks inherent 
in its operations. 

(b) Each Board of Directors shall es-
tablish, adopt, and maintain a formal 
written capital adequacy plan as a part 
of the financial plan required by 
§ 618.8440 of this chapter. The plan shall 
include the capital targets that are 
necessary to achieve the institution’s 
capital adequacy goals as well as the 
minimum permanent capital and sur-
plus standards. The plan shall address 
any projected dividends, patronage dis-
tribution, equity requirements, or 
other action that may decrease the in-
stitution’s capital or the components 
thereof for which minimum amounts 
are required by this part. The plan 
shall set forth the circumstances in 
which retirements or revolvements of 
stock or equities may occur. If the plan 
provides for retirement or revolvement 
of equities included in core surplus, in 
connection with a loan default or the 
death of a former borrower, the plan 
must require the institution to make a 
prior determination that such retire-
ment or revolvement is in the best in-
terest of the institution, and also re-
quire the institution to charge off an 
amount of the indebtedness on the loan 
equal to the amount of the equities 
that are retired or canceled. In addi-
tion to factors that must be considered 
in meeting the minimum standards, 
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the board of directors shall also con-
sider at least the following factors in 
developing the capital adequacy plan: 

(1) Capability of management and the 
board of directors; 

(2) Quality of operating policies, pro-
cedures, and internal controls; 

(3) Quality and quantity of earnings; 
(4) Asset quality and the adequacy of 

the allowance for losses to absorb po-
tential loss within the loan and lease 
portfolios; 

(5) Sufficiency of liquid funds; 
(6) Needs of an institution’s customer 

base; and 
(7) Any other risk-oriented activities, 

such as funding and interest rate risks, 
potential obligations under joint and 
several liability, contingent and off- 
balance-sheet liabilities or other condi-
tions warranting additional capital. 

[53 FR 39247, Oct. 6, 1988, as amended at 62 FR 
4446, Jan. 30, 1997; 71 FR 5763, Feb. 2, 2006] 

§ 615.5201 Definitions. 
For the purpose of this subpart, the 

following definitions apply: 
Allocated investment means earnings 

allocated but not paid in cash by a Sys-
tem bank to an association or other re-
cipient. 

Bank means an institution that: 
(1) Engages in the business of bank-

ing; 
(2) Is recognized as a bank by the 

bank supervisory or monetary author-
ity of the country of its organization 
or principal banking operations; 

(3) Receives deposits to a substantial 
extent in the regular course of busi-
ness; and 

(4) Has the power to accept demand 
deposits. 

Commitment means any arrangement 
that legally obligates an institution to: 

(1) Purchase loans or securities; 
(2) Participate in loans or leases; 
(3) Extend credit in the form of loans 

or leases; 
(4) Pay the obligation of another; 
(5) Provide overdraft, revolving cred-

it, or underwriting facilities; or 
(6) Participate in similar trans-

actions. 
Credit conversion factor means that 

number by which an off-balance sheet 
item is multiplied to obtain a credit 
equivalent before placing the item in a 
risk-weight category. 

Credit derivative means a contract 
that allows one party (the protection 
purchaser) to transfer the credit risk of 
an asset or off-balance sheet credit ex-
posure to another party (the protection 
provider). The value of a credit deriva-
tive is dependent, at least in part, on 
the credit performance of a ‘‘reference 
asset.’’ 

Credit-enhancing interest-only strip— 
(1) The term credit-enhancing inter-

est-only strip means an on-balance 
sheet asset that, in form or in sub-
stance: 

(i) Represents the contractual right 
to receive some or all of the interest 
due on transferred assets; and 

(ii) Exposes the institution to credit 
risk directly or indirectly associated 
with the transferred assets that ex-
ceeds its pro rata claim on the assets, 
whether through subordination provi-
sions or other credit enhancement 
techniques. 

(2) FCA reserves the right to identify 
other cash flows or related interests as 
credit-enhancing interest-only strips. 
In determining whether a particular in-
terest cash flow functions as a credit- 
enhancing interest-only strip, FCA will 
consider the economic substance of the 
transaction. 

Credit-enhancing representations and 
warranties— 

(1) The term credit-enhancing rep-
resentations and warranties means rep-
resentations and warranties that: 

(i) Are made or assumed in connec-
tion with a transfer of assets (including 
loan-servicing assets), and 

(ii) Obligate an institution to protect 
investors from losses arising from cred-
it risk in the assets transferred or 
loans serviced. 

(2) Credit-enhancing representations 
and warranties include promises to 
protect a party from losses resulting 
from the default or nonperformance of 
another party or from an insufficiency 
in the value of the collateral. 

(3) Credit-enhancing representations 
and warranties do not include: 

(i) Early-default clauses and similar 
warranties that permit the return of, 
or premium refund clauses covering, 
loans for a period not to exceed 120 
days from the date of transfer. These 
warranties may cover only those loans 
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